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EXPOSURE DRAFT
OMNIBUS PROPOSAL OF
PROFESSIONAL ETHICS DIVISION
INTERPRETATIONS AND RULINGS
• PROPOSED REVISION OF INTERPRETATION 101-11 UNDER RULE 101:
Independence and the Performance of Professional Services Under the Statements
on Standards for Attestation Engagements and Certain Statements on Auditing
Standards No. 75, Engagements to Apply Agreed-Upon Procedures to Specified
Elements, Accounts, or Items of a Financial Statement • PROPOSED REVISION
TO RULING 100 UNDER RULE 101: Actions PermittedReportRe-issuance When
Independence Is Impaired • PROPOSED REVISION TO RULING 108 UNDER
RULE 101: Participation of Member, Spouse or Dependent in Retirement, Savings,
or Similar Plan Sponsored by, or That Invest in, Client • PROPOSED REVISION OF
INTERPRETATION 501-5 UNDER RULE 501: Failure to Follow Requirements of
Government Bodies, Commissions, or Other Regulatory Agencies in Performing
Attest or Similar Services

APRIL 15, 2000

Prepared by the AICPA Professional Ethics Executive Committee for comments
from persons interested in independence, behavioral, and technical standards
matters
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Jersey City, NJ 07311-3881.
800144

Copyright © 2000 by American Institute of Certified Public Accountants, Inc.
Permission is granted to make copies of this work provided that such copies are for personal,
intraorganizational, or educational use only and are not sold or disseminated and provided further that
each copy bears the following credit line: "Copyright © 2000 by American Institute of Certified Public
Accountants, Inc. Used with permission."
Any individual or organization may obtain one copy of this document without charge until the end of the
comment period by writing to the AICPA Order Department, Harborside Financial Center, 201 Plaza
Three, Jersey City, NJ 07311-3881.

AICPA
The CPA. Never Underestimate the Value.SM

April 15, 2000
This exposure draft contains four proposals for review and comment by the AICPA's membership
and other interested parties regarding pronouncements to be adopted by the Professional Ethics
Executive Committee. The text and an explanation of each proposed pronouncement are included
in this exposure draft.
A summary does not accompany this exposure draft; instead, the type of information a summary
would contain is included in the "Explanation" preceding each proposal.
After the exposure period is concluded and the comments have been evaluated by the Professional
Ethics Executive Committee, the committee may decide to publish one or more of the proposed
pronouncements. Once published, the pronouncements become effective on the last day of the month
in which they are published in the Journal of Accountancy, except as may otherwise be stated in the
pronouncements.
Your comments are an important part of the standard-setting process. Please take this opportunity
to comment. Responses must be received at the AICPA by June 15, 2000. All written replies to this
exposure draft will become part of the public record of the AICPA and will be available for
inspection at the office of the AICPA after June 30, 2000, for a period of one year.
All comments received will be considered by the Professional Ethics Executive Committee at an
open meeting. Once scheduled, notice of the meeting will be published in the CPA Letter and on the
Institute's Web site at http://www.aicpa.org/members/div/ethics/index.htm.
Please send comments to Lisa A. Snyder, Director, AICPA Professional Ethics Division, Harborside
Financial Center, 201 Plaza Three, Jersey City, NJ 07311-3881 or lsnyder@aicpa.org.
Sincerely,
James Curry
Chair
AICPA Professional Ethics
Executive Committee

Lisa A. Snyder
Director
AICPA Professional
Ethics Division
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PROPOSED REVISION OF INTERPRETATION 101-11
UNDER RULE 101
[Explanation]
The Professional Ethics Executive Committee is proposing a revision to Interpretation 101 -11
under Rule 101, Independence [ET section 101.13]. The proposed revision would permit a
member to perform certain specific engagements under an engagement-team criterion of
independence provided the firm has established appropriate safeguards to ensure that the
engagement team is adequately protected from outside influences that may affect their
independence or objectivity. Under the revised standard, the firm, all individuals who participate
in the acceptance or performance of the engagement, and those individuals who supervise or
have direct management responsibility for, or provide direct technical consultation, quality
control or other oversight of the engagement, are required to be independent. All other members
of the firm would not be required to be independent, provided the firm has established
appropriate safeguards.
The committee believes that an engagement-team approach to independence is appropriate
because the specific engagements covered by this Interpretation are not directed toward the
financial statements of an entity as a whole; rather, they are directed to specific elements,
accounts, assertions, or procedures of an entity. The combination of the narrow focus of these
reports and the implementation of the safeguards referred to below mitigate the threat that the
independence of the engagement team will be impaired through the actions of those outside of
the engagement team.
[Text of Proposed Revision of Interpretation 101-11]1
Independence and the Performance of Professional Services Under the Statements
on Standards for Attestation Engagements and Certain Statements on Auditing
Standards No. 75, Engagement to Apply Agreed-Upon Procedures to Specified
Elements, Accounts, or Introduction
[Applicability]
Rule 101, Independence [ET section 101.01], provides that "a member in public practice shall
be independent in the performance of professional services as required by standards promulgated
by bodies designated by Council." The Statement on Standards for Attestation Engagements,
Attestation Standards [AT section 100A], and Statement on Auditing Standards No. 1 [AU
section 2207, Independence, [AU section 220] require independence in the performance of
engagements covered by those standards. Rule 101 [ET section 101.01] and its interpretations
and rulings provide guidance in determining whether or not a member is independent.
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Strike-through denotes proposed deletions to current text. Proposed new language is in italic.
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Services performed under the Statements on Standards for Attestation Engagements (SSAE) and
the following Statements on Auditing Standards (SAS) may be performed under an engagementteam criterion of independence as described in this Interpretation if the firm has established
appropriate safeguards to ensure that the engagement team is adequately protected from
potential influences that may affect any member of the engagement team's independence or
objectivity:
•
•
•

No. 62, Special Reports2 that only report on elements, accounts, or items of a financial
statement rather than on the financials taken as a whole [AU 623.11-AU 623.18]
No. 70, Reports on the Processing of Transactions by Service Organizations, and
No. 75, Engagements to Apply Agreed-Upon Procedures to Specified Elements,
Accounts or Items of a Financial Statement

The basis for using this approach to independence in lieu of firm-wide independence is that the
aforementioned Standards are not directed toward the financial statements of an entity as a
whole; rather, they are directed to specific elements, accounts, assertions, or procedures of an
entity. The combination of the narrow focus of these reports and the implementation of the
safeguards referred to below mitigate the threat that the independence of the engagement team
will be impaired through the actions of those outside of the engagement team. Accordingly, an
engagement-team criterion of independence is appropriate.

[Definitions]
Assertion. Any declaration, or a set of related declarations taken as a whole, by a party
responsible for it.
Subject Matter of an Engagement. Any attribute or subset of attributes referred to or
contained in an assertion that may in and of itself constitute an assertion.
Responsible Party. The person(s) and/or entity responsible for an assertion, or the subject
matter of an assertion; including those relating to or a specified element, account, or item
of a financial statement that is the specific subject matter of the engagement.
Engagement. An engagement in which a member or member's firm is engaged to or does
issue a report under the standards referred to above under Applicabilitywritten
communication that expresses a conclusion about the reliability of a written assertion; or an
engagement in which a member is engaged to or does issue a report of findings based on
specific procedures performed on the specific subject matter of specified elements, accounts,
or items of a financial statement.
Engagement Team. Includes owners, partners, and shareholders of a firm who participate
in the acceptance or performance of the engagement and full- or part-time professional
employees who participate in the acceptance or the performance of the engagement,
2

This interpretation would not apply to OCBOA financial statements.
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including those in a position to influence individuals who provide consultation or
supervisory services for the engagement.
Those in a Position to Influence the Engagement. Those individuals who supervise or have
direct management responsibility for, or provide direct technical consultation, quality
control, or other oversight of the engagement,
Firm. Any organization permitted by state law or regulation to engage in the practice of
public accounting whose characteristics conform to resolutions of [the AICPA] Council [ET
appendix B] of which an individual on the engagement team is an owner, partner,
shareholder, or employee; but does not include owners, partners, shareholders, or employees
as individuals.
[Applicability]
This interpretation applies only to engagements performed under the Statements on
Standards for Attestation Engagements and Statement on Auditing Standards No. 75,
Engagements to Apply Agreed Upon Procedures to Specified Elements, Accounts, or Items
of a Financial Statement [AU section 622], when the report issued states that its use is to be
restricted to identified parties and the member reasonably expects that the report will be
restricted to those parties.
This interpretation does not apply to engagements covered by the Statement on Standards
for Attestation Engagements or Statement on Auditing Standards No. 75, Engagements to
Apply Agreed Upon Procedures to Specified Elements, Accounts, or Items of a Financial
Statement [AU section 622], when the report issued does not state that its use is to bo
restricted to identified parties, nor docs it apply to engagements requiring independence
under other standards promulgated by bodies designated by Council. In all other
circumstances, independence in accordance with rule 101 [ET section 101.01] and its
interpretations and rulings would apply.
Interpretation
The engagement-team partner and other engagement-team members have ultimate
responsibility for compliance with professional standards. However, safeguards to protect
the engagement team from potential influences that may affect any engagement-team
member's independence or objectivity should be established by the firm. The design of those
safeguards should include a candid assessment of internal and external pressures that may
be brought to bear on the engagement team.
The following are examples, which are not intended to be all-inclusive, of possible
safeguards:
1. Establishing firm policies and procedures to determine that members of the
engagement team are independent as required by this interpretation
2. Establishing firm policies that facilitate the reporting of any attempt to influence the
results of an engagement by those members not on the engagement team
3. Internal firm monitoring of established policies and procedures
7

4. Communicating to the client that the firm will be performing the engagement using
an engagement-team independence approach
.5. Where applicable, stating in the report to be issued that its use is to be restricted to
identified parties and the member reasonably expects that the report will be
restricted to those parties
Independence will be considered to be impaired if, during the period of the engagement or
at the time the written communication is issued a report is issued under one of the
applicable standards, or during the period covered by the assertion—
1. An individual on the engagement team or his or her spouse, dependent, The or firm,
has a relationship with the responsible party that is proscribed by interpretation 101-1
[ET section 101.02] of under rule 101 [ET section 101.01]., its interpretations, and
rulings, and that is material to the firm.
2. An individual on the engagement team has a nondependent close relative13 who has
either a position of significant influence with, or a financial interest material to the
close relative in or a spouse 3 or dependent of a member of the engagement team has
a relationship with the responsible party that is proscribed by Interpretation 101-1
[ET section 101.02] or Interpretation 101-3 [ET section 101.05] of Rule 101 [ET
section 101.01 ].
3. An individual on the engagement team has a nondependent close relative who has
either—
a) A position of significant influence with the responsible party, or
b) A material financial interest in the responsible party of which the individual
participating on the engagement team has knowledge.
3. An owner, partner, or shareholder of the firm who is located in an office participating
in a significant portion of the engagement, or the spouse or dependent of such an
owner, partner, or shareholder, has either a position of significant influence13 with,
or a financial interest material to such person in the responsible party.
4-.—Thefirm,an individual on the engagement team (or his or her spouse or dependent),
or an owner, partner, or shareholder in an office performing a significant portion of
the engagement, contributed to the development of the subject matter of the
engagement or stands to gain financially directly from the outcome of the
engagement.
5. An individual on the engagement team knows or could reasonably bo expected to
know that any owner, partner, or shareholder located in other offices of the firm (a)
contributed to the development of the subject matter of the engagement or stands to
gain financially directly from the outcome of the engagement or (b) has a position
of significant influence14 with the responsible party.

3

A member's relationship with a cohabitant may be equivalent to that of a spouse,

In determining whether a relationship with a responsible party is one that is proscribed under
interpretation 101 1 [ET section 101.02], the following guidance is provided:
•

Interpretation—101-6,—"The Effect of Actual or Threatened Litigation on
Independence" [ET section 101.08], is not applicable unless the litigation relates to
the engagement or is material to the firm or to the financial statements of the
responsible party.

•

Interpretation 101-9, "The Meaning of Certain Independence Terminology and the
Effect of Family Relationships on Independence" [ET section 101.11], is not
applicable because the applicability of this interpretation is stated herein.

[Replaces previous interpretation 101 11, Independence and Attest
January 1996, effective January 31, 1996.]
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Engagements,

PROPOSED REVISION OF RULING NO. 100
UNDER RULE 101
[Explanation]
The Professional Ethics Executive Committee is proposing a revision to ethics ruling no. 100 under
Rule 101, Independence [ET section 191.200-.201]. The proposed revision would permit a member's
firm to perform "post-audit work," as described below, when the firm is no longer independent of
the client, provided that any such procedures are performed by individuals who are independent of
the client. The committee believes that an engagement-team independence approach is appropriate
for this type of situation provided that the firm was independent at the time that the report was
initially issued, and the firm ensures that individuals who are not currently independent of the client
have no involvement in the performance of such procedures.

[Text of Proposed Revision of Ruling No. 100]

Actions Permitted Report Re-issuance When Independence Is Impaired
Question—If a member was independent when his or her report was initially issued, may the
member re-sign the report or consent to its use at a later date when his or her independence is
impaired?
Answer—Yes. A member may re-sign the report or consent to its use at a later date when his or her
independence is impaired, provided that no any required "post-audit work" is performed by
individuals that are independent of the client while performing such work the member during the
period of impairment.
"Post-audit work" includes procedures necessary to audit a restatement of the financial statements
covered by his or her previously issued report. However, Tthe term "post-audit work," in this
context, does not include inquiries of successor auditors, reading of subsequent financial statements,
or such procedures as may be necessary to assess the effect of subsequently discovered facts on audit
reclassifications of the financial statements covered by the member's previously issued report.
The member should also consider Statement on Auditing Standards No. 1, Subsequent Discovery of
Facts Existing at the Date of the Auditor's Report, [AU section 561] for additional guidance.
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PROPOSED REVISION RULING NO. 108
UNDER RULE 101
[Explanation]
The Professional Ethics Executive Committee is proposing a revision to ethics ruling no. 108 under
Rule 101, Independence [ET section 191.216-.217], to conform to certain provisions of
Independence Standard Board (ISB) Standard No. 2, Certain Independence Implications of Audits
of Mutual Funds and Related Entities. In certain respects, the current ethics ruling is more restrictive
than the ISB Standard. For example, ISB Standard No. 2 would permit the spouses of certain
partners to invest, through an employer-sponsored benefit plan, in mutual funds that are audit clients
of the firm. Ethics ruling no. 108 would currently permit such an investment only if the spouse's
investment through the benefit plan in the mutual fund client was immaterial to the member's net
worth. After carefully considering the ISB guidance, the committee believes that the proposed
conforming change is appropriate for AICPA membership, as described below.
The proposed revision would permit a member's spouse or dependent to participate in a benefit plan
that is sponsored by a client, or that invests in a client of the member, provided that the member does
not participate in the engagement and is not in a position to influence the engagement. Although the
proposed standard is less restrictive in that certain members of the firm can have a spouse with a
material financial interest in a client through the benefit plan, in other respects it is more restrictive.
Specifically, the current ethics ruling permits a spouse of a member of the engagement team to have
an immaterial financial interest in a client through the benefit plan, provided all other criteria are
met. This would be prohibited under the revised standard because such a member would not be
permitted to be a member of, or be able to influence, the engagement team.

[Text of Proposed Revision of Ruling No. 108]

Participation of Member, or Spouse or Dependent in Retirement, Savings, or Similar Plan
Sponsored by, or That Invests in, Client
Question—A member participates in a retirement, savings, or similar plan ("Benefit Plan") that is
either sponsored by a client ("Sponsor Client") or invests in the Sponsor Client or in another client
of the member ("Other Client"). Would the independence of the member or member's firm be
considered to be impaired with respect to the Sponsor Client, the Other Client, or the Benefit Plan?
Answer—Participation of the member in a Benefit Plan that is sponsored by a client or that invests
in a client would impair independence with respect to the Sponsor Client, the Other Client, and the
Benefit Plan. However, if the member's participation in the Benefit Plan arises as the result of the
permitted employment of the member's spouse 4 or cohabitant dependent in accordance with
interpretation 101-9 [ET section 101.11], independence would not be impaired if—all the following
4

A member's relationship with a cohabitant may be equivalent to that of a spouse.
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conditions are met:
a. The Benefit Plan is normally offered to all employees in equivalent employment positions
and;
b. The member does not participate in the engagement; and If the Benefit Plan provides for an
investment option by the spouse, the investment option selected by the spouse is not in the
Sponsor Client or the Other Client.
c. The member is not in a position to influence the engagement.5 If no other investment option
is available (see also ruling no. 35 [ET section 191.069 .0701], and the right of position exists,
the investment is promptly withdrawn and disposed. The right of possession is not considered
to exist if a penalty significant to the investment is imposed upon withdrawal.
d. If the right of possession does not exist, the spouse's investment through the Benefit Plan in
the Sponsor Client or the Other Client is considered an indirect financial interest and is not
material to the member's net worth.

5

Those in a position to influence the engagement are those who supervise or have direct management responsibility
for, or provide direct technical consultation, quality control, or other oversight of the engagement.
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PROPOSED REVISION TO INTERPRETATION 501-5
UNDER RULE 501
[Explanation]
The Professional Ethics Executive Committee is proposing a revision to Interpretation 501-5 under
Rule 501, Acts Discreditable [ET section 501.06], to expand its application to include those
members who prepare financial statements or related information (for example, management's
discussion and analysis) for purposes of reporting to certain governmental bodies, commissions, or
other regulatory agencies. The revised interpretation would require such a member to follow the
requirements of such organizations in addition to generally accepted accounting principles.
The interpretation currently applies only to members who perform attest or similar services for
clients.
[Text of Proposed Revision to Interpretation 501-5]
Failure to Follow Requirements of Governmental Bodies, Commissions, or Other
Regulatory Agencies in Performing Attest or Similar Services
Many governmental bodies, commissions or other regulatory agencies have established requirements
such as audit standards, guides, rules, and regulations that members are required to follow in the
preparation of financial statements or related information, or in performing attest or similar services
for clients entities subject to their jurisdiction. For example, the Securities and Exchange
Commission, Federal Communications Commission, state insurance commissions, and other
regulatory agencies have established such requirements.
If a member prepares financial statements or related information (for example, management's
discussion and analysis) for purposes of reporting to such bodies, commissions, or regulatory
agencies, the member should follow the requirements of such organizations in addition to generally
accepted accounting principles. When If a member agrees to perform an attest or similar service for
the purpose of reporting to such bodies, commissions, or regulatory agencies, the member should
follow such requirements, in addition to generally accepted auditing standards (where applicable).
Failure to substantially follow A material departure from such requirements is an act discreditable
to the profession, unless the member discloses in the financial statements or his or her report, as
applicable, that such requirements were not followed and the reasons therefore. Not following such
requirements could require the member to modify his or her report.
If the agency requires additional disclosures of the auditor, they must bo made in accordance with
the disclosure requirements established by the governmental body, commission or other regulatory
agency. Failure to substantially follow such requirements is an act discreditable to the profession.
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